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the costs of doing business in Atlantic Canada, 
the United States and five European countries 
in 1997. This international study is an update 
and expansion of the KPMG study, which com- 
pared the costs of doing business in Atlantic 


Canada and the United States. 


This study has been conducted through the 
Halifax and Vancouver, Canada offices of 
KPMG. Stuart MacKay, Glenn Mair and Lynn 
Arychuk are the authors of the study. Mr. 
MacKay directed each of the previous KPMG 
studies; Mr. Mair led the research and analysis 
program on the 1996 and 1997 reports; and Ms. 
Arychuk was the principal consultant responsi- 
ble for the computer-based modeling of the 336 
unique business scenarios represented in this 


study. 


Other members of the KPMG team significant- 
ly involved in the 1997 study include: Kathy 
Chelew, Fiona Petersen, Brent Robbins, Will 
Huggert and Kim Love. Bruce Chow and 
Cathy Nobes also played a major role in earlier 
versions of this study and the development of 
the underlying study methodology. There were 
also many individuals (realtors, economic 
development officers, etc.) in various jurisdic- 
tions who assisted in developing the informa- 


tion on which this study is based. 


The Atlantic Canada edition of the KPMG 
study was made possible through the collabora- 
tion and support of the Atlantic Canada 


Opportunities Agency and its representatives 


Martin Abrams and Gilles Belzile. 
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I. Executive Summary 


Choosing the right location for a business oper- 
ation is an essential ingredient of success. 
Effective site selection requires careful evalua- 
tion of a broad range of financial and non- 
financial factors specific to each location. For 
firms considering alternative business locations, 
a key initial step is to identify jurisdictions that 


offer a cost-competitive business environment. 


The Atlantic Canada Opportunities Agency 
(ACOA), in cooperation with the Canadian 
Department of Foreign Affairs and Interna- 
tional Trade, has commissioned KPMG to com- 
pare the costs of doing business in seven North 
American and European countries. This report, 
entitled “The Atlantic Canada Advantage” 
focuses on the findings of that study as they 


relate to business opportunities in Atlantic 


Canada. 


A. Study Overview 


This study is based on a model that compares 
significant location-sensitive cost factors for 
each of the chosen industries across seven 
selected countries. Costs are compared from 
start-up through the first 10 years of operation. 
A total of 42 locations are included in this 
detailed analysis, representing 27 cities in 
North America and 15 cities in Europe. In per- 
forming international comparisons, three to 
four comparable cities in each country were 


selected. 


The specific industries, jurisdictions and loca- 
tion-sensitive cost factors examined are illus- 


trated in Exhibit I-1. 
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Exhibit I-1 
Study Overview 


Manufacturing Industries Examined 


¢ Electronics 
¢ Food Processing 


Metal Fabrication 
Pharmaceuticals 


Software Production 
Telecommunication 


¢ Medical Devices e Plastics Equipment 
Jurisdictions Studied 

Canada—Atlantic Region 

e Charlottetown, PE e Moncton, NB ¢ St. John's, NF 
e Halifax, NS* 

Canada—Other Canadian Locations 

¢ Calgary, AB* ¢ Ottawa, ON ¢ Sudbury, ON 
e Edmonton, AB e Quebec City, QC ¢ Toronto, ON* 
e Hamilton, ON e Sarnia, ON e Vancouver, BC 
e London, ON e Saskatoon, SK ¢ Winnipeg, MB 


¢ Montreal, QC* 


France 
¢ Grenoble* 


Germany 
¢ Darmstadt* 


Italy 
e Avezzano~ 


Sweden 
¢ Goteborg* 


United Kingdom 
¢ Cardiff* 


United States 

e Austin, TX 

¢ Bellingham, WA 
¢ Boston, MA* 


¢ Colorado Springs, CO* 


Toulouse* 


Dresden* 


Modena* 


Karlskoga* 


Manchester* 


Columbus, OH 
Minneapolis, MN 
Norfolk, VA* 
Raleigh, NC 


Valenciennes* 


Dusseldorf* 


Turin* 


Malmo* 


Telford* 


Sacramento, CA 
Scranton, PA* 


Location-sensitive Cost Factors Examined 


° Land acquisition 


¢ Building construction 


e Electricity 


e Telecommunications 


Labour 
- Wages and salaries 
- Statutory benefits 
- Other benefits 


Transportation/distribution 
Interest and depreciation 


Income taxes 
Other taxes 


“Cities included in national-average calculations in the international comparison. 
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1. Key assumptions 


Each business is assumed to have sales in 
excess of US $10 million, and a minimum of 90 
employees. The analysis is based on establish- 
ing a facility on a five-to-ten acre site in a sub- 
urban area zoned for light-to-medium industri- 
al purposes. Using standard accounting 
assumptions, the model generates 10-year pro 
forma financial statements, including balance 


sheets and income statements, treating each 


One of the key issues in comparing costs 
among countries is the relative productivity of 
labour in each country. To reflect these differ- 
ences, this study has developed a labour pro- 
ductivity index, as illustrated in Exhibit I-2 
and described in Chapter III. These productiv- 
ity indices have been applied in our primary 
analysis to provide a more realistic reflection of 
labour costs in each location. The impact of 
assuming equal productivity for all countries 


has also been examined. 


business as a stand-alone operation. 


Another key assumption is that in each location 


the manufacturing facility produces the same 


Si i 
| Exhibit 1-2 quantity of output, which is sold at world mar- 
Exchange Rate and Labour Productivity Assumptions ket prices to generate equal revenues. 


Production is assumed to be distributed equal- 


Country Unit of currency Value per US$ Labour : 
(March 1997) __ productivity index ly between European and North American 

Ka markets. 

| Canada Canadian Dollar CA $1.37 101 


ne flane pe Ws All figures in this report are expressed in 
Germany iL Bee we US dollars unless otherwise stated. Other cur- 
ney zt eS ye rencies are converted to US dollars using 
ee sony . SERIO? 2 exchange rates in effect as of March 1997, as 
United Kingdom Pound Sterling UK £0.615 91 Wepre incall lee: 

United States US Dollar US $1.00 110 


This report presents costs using a single 


exchange rate (US$ rate) for each country. 
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Exhibit 1-3 

| Implicit Currency Cross-rates 
(March 1997) 


However, this approach also implies a set of 
cross-rates between each of the countries in the 


study. These cross-rates are illustrated in 


Exhibit I-3. 


Expressed in 


Value of FRF DEM ITL SEK UKE US$ a Report format 
Canadian Dollar 4.18 1.93) i734 ga) Ofgem age 
French Franc | 0.30 295 1.34 
: OAS menial The overall results of this study are presented 
German Mark 0.81 3.38 — 1,000 4.53 0.364 0.59 
I: at two levels: 
| Italian Lira 0.0008 0.0034 0.0010 | == ——— 0.0045 += 0.0004 -~—«0.0006 
Swedish Krona 0.18 0.75 0.22 221 008008 ¢ For the international and regional com- 
UK Pound Sterling 223 930 275 2748 1244 fe parison, the study analyzes costs in each 
US Doll | ies i 
ollar 1.37 5.72 1.69 1,690 7.65 of the seven countries included in the 


: study, based on the average of three to 


four representative cities in each country, 
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and compares them to the average costs 
for the Atlantic region of Canada. The 


cities included in the calculation of the 


national average for each country are 


marked in Exhibit I-1. 


e At the city level, individual results have 
been developed for all 42 cities. 


In addition, results for each of the eight indus- 
tries examined have been developed and are 


profiled by country, and by city. 


B. The International 
Comparison 


1. Overall comparison 


Exhibit I-4 illustrates the overall average costs 
for Atlantic Canada compared to each of the 


seven countries: 


¢ costs which are relatively location- 
insensitive (raw materials purchases, 
marketing costs, etc.) represent slightly 
more than half of total annual costs. These 
costs have been held constant for each 


jurisdiction; and 


e The location-sensitive cost factors (listed 
in Exhibit I-1) vary in size among Jurisdic- 
tions, and represent about 40 to 45 percent 


of overall costs. 


The index rating used in this exhibit and 
throughout the report compares the total costs 


in each country and region to the US average, 


indexed at 100.0. 


Atlantic Canada has the lowest costs. Its annu- 
al cost index of 92.1 is below the Canadian 
average index of 94.6. Since Canada is the low- 
est-cost country examined, costs in Atlantic 


Canada are also lower relative to Sweden 


A comparison of business costs tr ATLANTIC CANADA, EUROPE and the UNITED STATES 


(96.3), the United Kingdom (98.3), the United 
States (100.0), Italy (102.8), France (103.6) 
and Germany (107.2). 


Exhibit I-5 restates these overall findings, com- 
paring the relative cost advantages among the 
countries and regions included in the study. For 
example, Atlantic Canada’s index of 92.1 trans- 
lates to a 7.9 percent cost advantage over the 
United States 
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Exhibit 1-4 

Comparison of Total Annual Costs 
All Industries, by Country (US $’000) 


Atlantic Canada 


Canada | 
Sweden |) 
United Kingdom } 


United States | 


Italy } 
France 
Germany hee ee 
0 5,000 10,000 15,000 20,000 

» Location in-sensitive costs mLocation-sensitive costs 
princesses eee ane 
Exhibit 1-5 
Relative Cost Advantages 
In percent 

As compared to } 

Cost advantage for Germany France Italy US UK Sweden Canada 
Atlantic Canada 14.1 lta 10.4 7.9 6.3 44 2.6 


Canada 11.8 8.7 8.0 5.4 3.8 1.8 
Sweden 10.2 7.0 6.3 Ox 2.0 

United Kingdom 8.3 Sil 4.4 ley 

United States 6.7 shes) Coif 

Italy 44 0.8 

France 3.4 


2. Comparison by cost component 


Exhibit I-6 illustrates strengths and weaknes- 


ses of Atlantic Canada and each of the countries 


examined with respect to individual cost compo- 


nents. General findings are summarized below. 


Atlantic Canada holds an advantage over 
all other jurisdictions in terms of initial 
investment costs, due to its combination 
of low industrial land prices and construc- 
tion costs. Internationally, Canada and the 
United States hold a significant advantage 


over the European countries examined. 


Atlantic Canada offers the lowest total 
labour costs, due to a combination of low 
base wages and low benefit costs. Even the 
productivity advantages which Germany, 
the US, and France enjoy are not sufficient 
to offset the disadvantage of high wage and 


benefit costs in those countries. 


The UK and Germany have the lowest 
transportation costs among the countries 
examined. With its central location in 
Europe, Germany offers the lowest road 
freight costs, while the UK holds an advan- 


tage in terms of sea freight. 


For Atlantic Canada, road freight costs 

are higher than the Canadian average, due 
to greater distances from major markets. 
Sea freight costs for Atlantic Canada are 
also above the Canadian average, but are 
in line with the average for the seven coun- 


tries examined. 


Sweden enjoys the lowest electricity costs 
of the countries surveyed, followed by 
Canada. Electricity costs in Atlantic 
Canada are in line with the Canadian 


average. 


The lowest telecommunication costs are 


has driven down rates dramatically in 
recent years. Free local calling also adds to | 
this advantage. Telecommunication costs in 


Atlantic Canada are in line with other parts 


of North America. 


e Interest charges are a product of both 
initial borrowing requirements and relative 
interest rates. Canada, and Atlantic Canada 
in particular, hold a clear advantage in this 
area, due to low initial facility costs (and 
hence borrowing requirements) and low 
interest rates. Low interest rates in France 
and Sweden effectively offset the higher 
initial borrowings required in those coun- 
tries, while in the US, low initial borrow- 
ings are partially offset by higher prevailing 
interest rates. 

e Depreciation charges factor initial facility 
construction costs into operating costs over 
time. These charges are lowest in Canada 
and the United States, due to relatively low 


construction costs in those countries. 


e Canada, France, Sweden and the UK all 
offer effective actual income tax rates of 
less than 35 percent, providing a significant 
advantage over the high income tax rates 
that apply in Italy and Germany. High 
property-based taxes in France and the 
UK partially offset the income tax advan- 
tage in those countries, leaving Canada and 
Sweden as the two countries offering the 


lowest relative tax burden. 


e Capital taxes and transaction taxes 
have also been factored into the analysis, 
although the net impact of these taxes is 


very small. 


These factors combine to form the overall index 


ratings and rankings among countries and 


: regions. 
found in Canada and the US, where the 6 
highly competitive long-distance market 
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Exhibit 1-6 
Comparison by Individual Cost Component 


Approx. Atlantic United United 

Weighting Canada Canada France Germany Italy Sweden Kingdom States 
A. Initial Facility Costs 
Land acquisition 15% VY VY x Xxx a v XXX VVY 
Building construction 85% VV VV XXX x v a xx VY 
Total Initial Investment 100% VV VY xx xXx v 8 xx VY 
B. Annual Costs 
Wages and salaries 37% VY a x XXX VY VY VY x 
Statutory benefits 9% VV VY XXX | Xxx @ VY Vo 
Other benefits 9% a B x xxx v VY Vo XXX 
Productivity — | 8 v VY Y xx xx VY 
Total Labour Costs 55% VY VY XxX XXX | Vv VY Y 
Road freight 1% XXX XXX VY VY xXx XXX VY VY 
Sea freight 2% gS v xx v VY a VY XXX 
Electricity 3% VY VY | XXX xx VY | x 
Telecommunications 3% VY VY xx xXx XXX x VY VY 
Total Operating Costs 64% VY VY xXx Xxx | Vv VVY Y 
Interest | 6% V4¥ VY v x x Vv XXX Vv 
Depreciation’ 13% VV¥ NYY XXX x Vv a xXx VY 
Total Before Taxes 83% VV VY XXX XXX a Vv VY Y 
Income taxes° 13% VVY¥ NYY VY xxx xxx VY Vv | 
Property-based taxes’ 3% Vv Vv XXX x VY¥ VY XXX F 
Capital taxes’ 1% XXX XXX VY x XXX VWV¥ vv @ 
Transaction taxes? — x x v V Vv Vv Vv XXX 
Total Location-sensitive Costs 100% VV VY xx XxX x VY VY 8 

@ Neutral 
~Y Minimal advantage X Minimal disadvantage 
UYU Moderate advantage XX Moderate disadvantage 
VVY Strong advantage XXX Strong disadvantage 


1 Depreciation and interest variations are directly related to building and land costs. 
2 Effective combined income tax rate. 

3 Property-based taxes per square foot of building space. 

4 Percentage of total assets 

2 Net non-refundable sales tax and gross receipts tax paid as a percentage of sales. 
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3. Comparison by industry 


Atlantic Canada has a competitive edge over all 
countries examined, with costs consistently 
lower than the average for Canada, the first- 


ranked country for all industries examined. 


Exhibit I-7 illustrates that the index rating of 
each jurisdiction is consistent across a wide 
range of industries. Except for the electronics 
and plastics manufacturing industries, where 
the US holds a cost advantage over the UK, 
and the telecommunications equipment indus- 
try, where France holds a cost advantage over 


Italy, the rankings for each industry are identi- 


cal to the overall rankings. This finding reflects 
the significant differences in labour rates 
among countries, and the consistency of the 


relative relationships across a wide range of 


job types. 


While the rankings are stable, the size of the 
advantage varies by industry. For example, 
Atlantic Canada’s advantage over second- 
ranked Sweden is less than 5.0 percent in all 
industries except software production, where 
the availability of research and development 
tax credits gives Atlantic Canada an overall 


advantage of more than 8 percent. 


SERRE 
Exhibit I-7 
Index and Ranking by Industry 
Index Rating 
: : Food Medical Metal : : icati 

Location Electronics Processing nage Sti ao Pharmaceuticals Plastics Rain ee eer Overall 
Atlantic Canada 90.2 94.3 91.6 92.2 92.5 92.2 87.2 93.8 92.1 

| Canada 93.7 96.2 94.4 95.3 95.0 95.4 90.1 95.4 94.6 
France 106.8 101.3 105.2 105.8 104.5 105.2 103.9 101.0 103.6 
Germany 111.2 103.9 109.0 110.0 108.5 Willa 106.0 104.0 107.2 
Italy 104.4 101.0 103.6 103.7 103.7 103.9 103.0 101.6 102.8 
Sweden 94.9 97.3 96.6 95.9 97.2 95.6 95.4 96.6 96.3 
United Kingdom 100.8 O75 98.6 99.0 98.3 100.2 96.3 97.7 98.3 
United States 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
National Ranking 
Location Electronics Food Medical Metal P : Software Telecommunication 

Processing Devices Fabrication enateceeuce ees Production Equipment Overs) 

Canada 1 i 1 1 | 1 1 1 1 
France 6 6 6 6 6 6 6 5 6 
Germany 7 7 7 re 7 i" 7 7 7 

| Italy 5 5 5 5 5 5 5 6 5 
Sweden 2 2 2 2 2 2 2 2 2 
United Kingdom 4 3 3 3 3 4 3 3 a! 
United States 3 4 4 4 4 3 4 4 4 
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At the other end of the spectrum, Germany's 
comparative cost disadvantage is significantly 
less in capital-intensive industries (food pro- 
cessing, telecommunication equipment) than in 


some other areas. 


4. Impact of exchange rates 


To assess the sensitivity of the study findings to 
shifts in exchange rates, an analysis was per- 
formed of the amount by which each country’s 
currency would need to appreciate for each 
country or region to lose its cost advantage over 
other countries. Exhibit I-8 illustrates the per- 
centage appreciation required before break- 


even conditions are achieved. 


To illustrate, Atlantic Canada would lose its 
cost advantage over the United States if the 
Canadian dollar appreciated by 22 percent, 
from US $0.73 to US $0.89. In other words, the 
cost advantage of Atlantic Canada over the US 
holds as long as the value of the Canadian dol- 


lar remains below US $0.89. 


As illustrated in Exhibit I-9, exchange rates 
among the seven countries have been relatively 


stable over the past several years. 


5. Other comparative factors 


While the focus of this study is on business 
costs, many other factors need to be considered 
in selecting a business location. These factors 


include: 


¢ Economic environment — price stability, 
economic growth rates, business and con- 
sumer confidence, government fiscal 


responsibility, and public debt. 


¢ Corporate environment —workforce qual- 
ity and availability, industry clusters, pub- 


lic attitudes toward business, proximity to 


PS Ra So AVE Lea | 
Exhibit |-8 
Sensitivity of Comparative Costs to Exchange Rates 
In percent 
Amount by which each country’s currency 
would need to appreciate 
To lose its cost Atlantic 
advantage over Canada Canada Sweden UK US Italy‘ France 
Germany 4] 32 27 21 16 9 tt 
France 32 23 18 12 8 2 
Italy 29 21 16 10 6 
United States 22 14 9 4 
United Kingdom 17 10 5 
Sweden 12 5 
Bet Sei ies AS ee 
Exhibit 1-9 
Five-year Exchange Rate Trends 
US $ 
$10.00 


$0.10 
Jun-92 Jun-93 Jun-94 Jun-95 Jun-96 Jun-97 
— —British Pound eee== JS Dollar —+— Canadian Dollar German Mark 


------ Italian Lira (000) = =French Franc Swedish Krona 


customers, suppliers and business part- 
ners, investment climate, political stability, 
corporate crime rates, air travel connec- 


tions and local business travel. 
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e Personal environment — quality of educa- 
tion, cost of living, personal income taxes, 
personal safety (property and personal 
crime), quality and availability of health 
care, cultural values, climate and physical 
environment, recreational opportunities, 
lifestyle amenities, air quality, and local 


personal travel. 


While a comprehensive discussion of all these 
factors is beyond the scope of this report, 
Exhibit I-10 presents a few examples of non- 
financial factors for consideration in assessing 


alternative countries. 


e Price stability — Average annual increases 
in consumer prices for the seven-year 
period to 1996 range from 2.4 percent in 
France to 5.1 percent in Italy. 


second respectively, with Sweden and 
Exhibit 1-10 France also ranking in the top 10. 
| Examples of Non-financial Comparative Factors 
Average annual Total expenditures Human Although Atlantic Canada is not separately 
increase inconsumer Unemployment on education development assessed in the UN HDI, a study by Infor- 
prices (%) rate (%) (% of GDP) index rank A CE 
4990-961 01 19971 49912 19962 metrica Ltd. (commissioned by ACOA) 
concluded that the 1995 HDI for Atlantic 
3 3 4 
UAT Laban aes e2 ihe ei We Canada, calculated according to the UN 
0h a ae ia methodology, would have placed the region 
rance 2.4 : 
: a i oo ‘ behind Canada, the first ranked country, 
erman Te 
: : a iS but ahead of the second-ranked US. 
Italy 5.4 ies 4.1 20 
Sweden 47 10.6 6.5 9 : : 
Pees Because every firm has unique requirements, 
United Kingdom 44 8) 5.4 16 : ae 
interests and concerns, the relative importance 
United States 3.4 )x0) 7.0 2 - ~ : : : : 
b of non-financial factors in the site selection 
' Source: US Department of Labor, Bureau of Labor Statistics, August 1997. process will vary from firm to firm. However, 
, Source United Nations Human Development Report. relevant non-financial factors must be identi- 
Source: Statistics Canada ~ P : . 
A ere infornenica tid fied, evaluated and weighted appropriately in 
the site selection process. 
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¢ Workforce availability —Unemployment 
rates vary by country, ranging from 5.3 
percent in the United States to 14.8 per- 


cent in Atlantic Canada. 


e Workforce quality — Expenditures on 
education vary among countries, from 4.] 
percent of GDP in Italy to 7.4 percent in 
Canada. In Atlantic Canada, expenditures 
on education are above the Canadian 


average, at 9.7 percent of GDP. 


e Overall rating —The United Nations’ 
“Human Development Index” (UN HDI) 
assesses all countries annually on a wide 
variety of social, economic, development, 
and environmental factors, to derive a 
composite index for “human development” 
or “livability”. All seven countries included 
in this study rank in the top 20 on this 
index. Canada and the US rank first and 


C. Results for Individual Cities 


The results for individual cities are set out in 


Exhibit I-11. 


e¢ With Canada enjoying the lowest overall 
national costs, 14 of the 17 Canadian cities 
examined also lead the ranking of individ- 


ual cities. 


The four lowest-cost cities are all located 
in Atlantic Canada, an area with relatively 
low labour costs which has been undergo- 
ing significant economic restructuring in 
recent years. St. John’s, Newfoundland is 
ranked number one as the most cost com- 
petitive city among the 42 cities examined. 
St. John’s is followed in order by Halifax, 


Charlottetown and Moncton. 


e The most cost-competitive European cities 
are in Sweden. Karlskoga and Goteborg 
rank 15th and 16th respectively. 


e Two United Kingdom cities, Telford 


(21st) and Cardiff (22nd), rank ahead of 
all US cities; while Manchester, the high- 
est-cost UK city (26th), still ranks ahead 


of seven of the ten US cities examined. 


In the United States, Norfolk, Austin and 
Raleigh have the lowest costs among the 
cities examined, and rank in 23rd to 25th 
place. Colorado Springs (27th) also ranks 
ahead of the US average. 


The three cities in Italy, Avezzano, Turin 
and Modena, are closely grouped behind 
all the US cities, ranking 34th, 36th and 


37th respectively. 


In France, the spread of costs is more sub- 
stantial, with Valenciennes (ranked 35th 


overall) offering the lowest costs. 


Fe ea] 
Exhibit I-11 


Overall Comparison of Total Costs 
All industries, by City 
Percentage of total cost advantage relative to US 4-city average 


St. John's (10.3) 
Halifax (7.5) 
Charlottetown (7.1) 
Moncton (6.8) 
a Quebec City (6.8) 
= Edmonton (6.4) 
! Saskatoon (6.4) 
2@ Montreal (6.2) 
ai Winnipeg (5.4) 
m8 Calgary (5.2) 
HER Hamilton (4.4) 
WHS Sarnia (4.2) 
$22 Sudbury (4.1) 
#288 London (4.0) 
4 Karlskoga (3.9) 
M222 Goteborg (3.8) 
ema Ottawa (3.8) 
22, Malmo (3.4) 
% Toronto (2.8) 
GE \Nlancouver (2.5) 
ee Telford (2.1) 
gamen Cardiff (2.0) 
Norfolk (1.8) 
ee Austin (1.2) 
Raleigh (1.1) 
vie Manchester (0.9) 
paz Colorado Springs (0.7) 


Scranton (-0.3) & 
Bellingham (-0.6) 
Columbus (-0.7) 


Sacramento (-1.3) sei 
Minneapolis (-1.4) pagygyee 
Boston (-2.2) sg 
Avezzano (-2.6) age 


Valenciennes (-2.7) (ggzaeceaenes 


Turin (-2.8) see 
Modena (-2.9) james 
Grenoble (-3.6) sigege 


Dresden (-4.0) & 


Toulouse (-4.6) Segyareme 
Darmstadt (-8.7) # Bas 
Dusseldorf (-8.9) gga 
15% -10% -5% 


0% 5% 10% 15% 


e Within Germany, costs in Dresden, in the 


former East Germany, are lower than in 


Darmstadt and Dusseldorf, in the former 


West Germany. 
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D. Conclusions 


The costs of establishing and operating a busi- 
ness vary among the jurisdictions, with each 
having a mix of competitive strengths and 
weaknesses. The overall rank and some of the 


key advantages are summarized below. 


e Canada is the first-ranked country overall 
and for each of the industries surveyed. 
It holds several competitive advantages 
relative to the other selected countries. 
Low land and construction costs, com- 
bined with low interest rates, result in 
the lowest initial investment costs among 
the countries examined. Labour, electrici- 
ty, and telecommunication costs, as well as 
income tax rates and R&D tax incentives 


are all highly competitive. 


Atlantic Canada ranks first within 
Canada in every industry, primarily due 
to labour costs and land acquisition costs 
which are more competitive than the 


national average. 


e France ranks sixth among the seven coun- 
tries in terms of cost. Due to its location, 
France offers low-cost road transportation 
to European markets. France is relatively 
more attractive for industries requiring a 
significant investment in R&D activities, 
as it is the only European country exam- 


ined to offer specific tax incentives for 


R&D activities. 


¢ Germany's seventh-place position reflects 
in part the strength of the German mark. 
Germany's road transportation costs are 
the most competitive among the seven 


countries, due to its central location in the 


European market. Germany’s labour pro- | 
ductivity is high, but not high enough to | 


offset its wage and benefit costs. 


Italy is ranked fifth overall, and third 
among the European countries surveyed. | 
Italy is generally more cost-attractive than 
either France or Germany, and offers 
advantages over all the other European 


countries in terms of construction costs. 


Sweden is ranked second overall. With 
affordable labour, low electricity costs, 
and competitive taxation costs, Sweden is 
the most cost-attractive country among 


the European nations surveyed. 


The United Kingdom is ranked third 
overall and second in Europe. This rating 
results primarily from its total labour 
costs, which are the lowest among the 
seven countries examined. The United 
Kingdom also offers low overall operating 


costs, for both utilities and transportation. 


The United States is ranked fourth 
among the seven countries. It has the low- 
est land acquisition costs and is a “medi- 
um-cost” country for most other cost com- 
ponents. Labour costs in the United 
States reflect relatively high levels of 
employer-sponsored benefits. 
Telecommunication costs are much lower 


than in Europe. 


Given the broad financial scope of this study, 
these conclusions are necessarily of a general 
nature. Specific site selection decisions require 
detailed analysis of individual circumstances 
and requirements, and readers are strongly 
cautioned to seek professional assistance prior 


to investing in any particular location. 
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II. Study Methodology 


The value of this type of study depends on the 
appropriateness of the methodology employed 
and the quality of the data assembled. This sec- 
tion provides information regarding the con- 
duct of the study, including the design of the 


comparative cost model. 
A. Industries 


Eight industries were selected for this analysis: 


e Electronics 

¢ Food Processing 

e Medical Devices 

e Metal Fabrication 

e Pharmaceuticals 

e §=©Plastics 

e Software Production 


e Telecommunication Equipment 


These industries were selected because they 
represent a mix of traditional capital-intensive 
industries (e.g., metal fabrication) and skilled- 
labour-intensive industries (e.g., software pro- 
duction). The specific operations cover a wide 
range of land, building, equipment, manage- 


ment and labour requirements. 
B. Industry Specifications 


Each of the eight industry operations has been 
defined by a number of standard investment 
and operating specifications, such as: 

e land and building requirements; 

© machinery and equipment; 

e financing (debt and equity); 

¢ working capital needs; 


¢ annual sales revenues; 
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e staffing needs; 
® raw materials; 


¢ research and development (R&D) 


expenditures; and 


¢ product distribution patterns. 


These specifications have been developed in 
consultation with experts in each industry. All 
of the operations that were modeled have annu- 
al sales revenues of over US $10 million, and at 


least 90 employees. 


To enhance the comparability of results, speci- 
fications for each industry have been held con- 


stant across all jurisdictions. 


C. Location-sensitive Cost 
Components 


A computer model was developed to forecast 
the total costs that each standard operation 
would experience in its first 10 years of busi- 


ness in each location. 


The model was designed to differentiate the 


following location-sensitive cost factors: 
¢ initial capital costs, including land acquisi- 
tion and building construction; 


e annual labour costs, including wages, 
statutory benefits (or wage-based taxes), 
employer-sponsored benefits, and labour 


productivity differences among countries; 
e electricity costs; 
e transportation costs; 
e telecommunication costs; 
¢ interest and depreciation charges; and 


e = federal, regional and local taxes, including 


any tax incentives firmly embedded in law. 
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Other costs (e.g., machinery and equipment, 
raw materials) have been considered to be 
either location-insensitive or of limited materi- 
ality to the industries examined, and thus have 


been held constant for each location. 
D. Basis of Comparison 


By combining the standard specifications for 
each industry with the specific location-sensi- 
tive cost data for each jurisdiction, the model 
generates standard financial statements, for 10 


years, including: 


e balance sheets; 
® income statements; 


e statements of changes in financial position; 


and 


e all income tax calculations. 


These statements form the basis of the cost 


comparisons. 


The analysis treats each facility as a stand- 
alone operation. The scope of the analysis does 
not include an assessment of either withholding 


taxes or the taxation of individuals. 
E. Special Incentives 


For significant business investments, it is com- 
mon practice for municipal, regional or nation- 
al governments to offer incentive packages. 
These packages typically comprise a complex 


set of financial incentives, financing assistance 


[a] 


and tax abatements tailored to specific invest- 
ment and job-creation proposals. The follow- 
ing analysis does not distinguish between juris- 


dictions based on special incentives, because: 


e there is no defensible basis for determin- 
ing whether any particular jurisdiction 
will be more or less willing than another 
jurisdiction to provide specific financial 


incentives; 


e there is generally no before-the-fact basis 
for determining accurately the value of 
incentives any city will ultimately provide, 
without entering into negotiations over a 


specific investment proposal; and 


e in any case, the intent of this study is to 
model the underlying cost fundamentals 


that apply to ongoing operations. 
F. General Nature of Results 


Like any modeling analysis, a number of gen- 
eral and specific assumptions have been incor- 
porated in the modeling of each operation, in 


each location. 


While care has been taken in developing these 
findings, the results are necessarily of a gener- 
al nature and should not be interpreted as a 
definitive opinion on the relative merits of 
locating a real-life facility in one jurisdiction as 


compared to another. 


Further work is required, both for financial 
and non-financial factors, to determine the best 


site for any specific facility. 
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II. The International 


Comparison 


This chapter compares the results of the study 
for the Atlantic region of Canada with the 


seven countries examined. 
REE Oe 
. Exhibit Ill-1 
The national averages shown for each country Cities Selected for the International Comparison 
are based on the findings for three cities in each : - -- 
E ata Bes : h City 1 City 2 Cities 3 and 4 
uropean country, and four cities in eac Country Emerging City Restructuring City Mature City 
North American country. 
Canada Calgary Halifax Toronto, Montreal 
ee. : France Toulouse Valenciennes Grenoble 
Cities have been selected in each country to Germany Darmstadt Dresden Dusseldorf 
reflect a cross-section of economic conditions. Italy Modena Avezzano Turin 
oa Pee ewpers ; h Sweden Malmo Karlskoga Goteborg 
The following types of cities in each country United Kingdom Telford Cardiff Manchester 
were identified: United States Colorado Springs Scranton Boston, Norfolk 
e City 1—Emerging City: an emerging city Atlantic Canada Cities 
undergoing rapid economic growth —a Charlottetown Halifax Moncton St. John’s 
current “rising star”; 


Exhibit Il-2 
Location of Jurisdictions 
Cities are labeled based on their classification in Exhibit lil-1 above. 


Moncton 


< St. John’s 
ofl 


Charlottetown 
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Exhibit Ill-3 
Initial Investment Costs 


All Industries, by Country (US $’000) 
National Rank 


Atlantic Canada 


Canada 

France 
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Sweden 

United Kingdom 


United States 


0 5,000 10,000 15,000 20,000 25,000 


Other location-insensitive assets mlLand acquisition Building construction 


“4S, 


[| 


e City 2— Restructuring City: a city ina 
region which has been undergoing signifi- 
cant economic restructuring in recent 
years, giving rise to the likelihood of lower 
production costs and higher availability of 
incentives; and 

e City 3 (and 4)— Mature City: a signifi- 
cant metropolitan city that represents an 
industrially developed region within the 


country. 


The cities selected for the international 
comparison are identified in Exhibit IL-1. 
The location of each city is identified in 
Exhibit III-2. 


A. Comparison of Initial 
Investment Costs 


1. Summary of initial investment costs 


Land and building size requirements vary for 
each industry. For the eight industry-specific 
business operations modelled, land require- 
ments average 7.5 acres (3 hectares), with an 
average building size of 77,500 square feet 
(7,200 square metres). 


As illustrated in Exhibit III-3, the initial invest- 
ment includes costs which are substantially 
location-insensitive (e.g. manufacturing equip- 
ment and machinery), as well as location-sens!- 
tive land acquisition and building construction 
costs. Initial investment costs are lower in 
Atlantic Canada than in Canada overall. 
Canada is ranked first among the seven coun- 
tries. Costs are highest in Germany, followed 


by France and the UK. 
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2. Land acquisition costs 


Average land acquisition costs for each country 
and Atlantic Canada are illustrated in Exhibit 
Iil-4. 


The analysis focuses on the costs of establishing 
facilities in a suburban area of each city exam- 
ined. Information was gathered through inter- 
views with realty firms and representatives 
from economic development offices in each 


location. 


Land prices quoted were typical prices for a 5 
to 10 acre (2 to 4 hectare) greenfield site in a 
fully serviced industrial park zoned for light-to- 


medium industrial use. 


The analysis indicates that land prices are lower 
in Atlantic Canada than elsewhere in North 


America or in Europe. 


Land prices are notably lower in North 
America than in Europe. Land prices in 
Germany are especially high: more than three 
times higher than in the UK, and more than 12 
times higher than in the US. 


3. Building construction costs 


Average building construction costs for the 


countries examined are shown in Exhibit III-5. 


The analysis focuses on the costs of construc- 
tion for a build-to-suit facility. The building is 
assumed to be a single-level factory shell, with 
10 percent finished office space and all mechan- 
ical systems (HVAC) fully installed. Total floor 
space varies by industry, but ranges from 


50,000 to 100,000 square feet (4,645 to 
9,290 square metres). 
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Construction costs are, on average, lowest in 
Canada, including Atlantic Canada, at US $41 
to 42 per square foot (US $441 to 452 per 
square metre), and highest in France at US 
$110 per square foot (US $1,184 per square 


metre). 


As with land prices, construction costs tend to 
be relatively higher in the European countries 


examined than in North America. 


Exhibit IIl-4 
Land Acquisition Costs 
US $000 per acre 
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Exhibit Il-5 
Building Construction Costs 
US $ per square foot 
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| Exhibit 11-6 


Relative Importance of Key Location-sensitive Costs 
Eight-industry, seven-country average 
Percentage of total location-sensitive costs 


Taxes 17% 


Depreciation 13% 


Interest 6% 


Telecommunication 3% 


ea Labour 55% 


Electricity 3% 
Transport 3% 


Exhibit IIl-7 
Average Annual Location-sensitive Costs 
All Industries, by Country (US $'000) 


Index (Rank) 


Atlantic Canada 92.1 
Canada 94.6 (1) 
France 103.6 (6) 
Germany 107.2 (7) 
Italy 102.8 (5) 
Sweden | 96.3 (2) 
United Kingdom | 98.3 (3) 
United States 100.0 (4) 

0 2,000 4,000 6,000 8,000 10,000 


Labour BEIT gw Interest Depreciation Taxes 


ETT: represents aggregated electricity, transportation and telecommunication costs. 


Note: Index rating reflects total cost position, incorporating both location-sensitive and location- 
insensitive costs, 
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B. Comparison of Ongoing 
Costs 


Exhibit HI-6 shows the relative importance of 
each key location-sensitive cost, averaged 
across all industries and countries. Actual 
weightings for each cost factor vary both by 


industry and location. 


The capital costs of industrial land and facility 
construction are reflected in ongoing interest 


and depreciation charges. 


Labour costs, including statutory and employ- 
er-sponsored benefits, represent over half of 
location-sensitive costs. By industry, the rela- 
tive importance of labour varies from a low of 
48 percent for plastics to a high of 63 percent 
for software production. 


Taxes represent the second most significant 
location-sensitive cost factor, averaging 17 per- 


cent of total location-sensitive costs. 


This section analyzes in detail the relative 
impact of each of these cost factors in the seven 


countries studied. 


1. Summary of annual costs 


Exhibit HII-7 compares the annual location- 
sensitive costs for each country and for Atlantic 
Canada, from start-up through the first 10 


years of operations. 


Canada, particularly Atlantic Canada, has the 
lowest location-sensitive costs and Germany 
has the highest. Differences in labour costs 
contribute significantly to the relative positions 


among jurisdictions. 
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2. Labour costs 


For this analysis, the workforce of each opera- 
tion was specified according to 36 generic job 
positions which have been used throughout this 
study. This range of generic positions is suffi- 
cient to reflect the full range of skills in typical 
operations for each of the eight industries 
analyzed. The number of employees assigned to 


each generic position varies by industry. 


Labour costs for each position were analyzed 


based on the following components: 


e wages and salaries; 


¢ employer-paid statutory benefits and 


wage-based taxes; and 


¢ employer-sponsored benefits. 


The total costs of labour for each industry were 
then adjusted to reflect the relative productivi- 
ty of each country, recognizing that in some 
locations a certain level of output can be 


achieved using a smaller labour force. 


Exhibit III-8 compares total labour costs and 
the three labour components (wages and 
salaries, employer-paid statutory benefits, and 
employer-sponsored benefits), adjusted for dif- 
ferences in productivity. The figures shown are 
averages for the eight industries examined, and 
represent an average labour force of 105 


employees. 


On a national basis, the United Kingdom has 
the lowest overall labour costs, followed by 
and the United States. 


However, Atlantic Canada’s regional labour 


Canada, Sweden, 


>osts are lower than the UK average. 


2.1 Wage and salary costs 


Exhibit III-9 illustrates the average salary and 
wage costs for each country in this study, and 
for Atlantic Canada, before adding benefits. 
The figures shown represent an average labour 
force of 105 employees, based on the eight 


industries examined. 


Exhibit IlI-8 
Total Labour Costs 
All Industries, by Country (US $’000) 
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Exhibit III-9 
Wage and Salary Comparison! 
All Industries, by Country (US $’000) 
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TNote: Wage and salary levels presented here are for a common size labour force across all countries, before 


adjusting for productivity. 
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The lowest wage and salary levels (before ben- 
efits) are in Italy at US $2.5 million, followed 
closely by Sweden and the United Kingdom. 
Atlantic Canada’s wage and salary levels, at 
US $2.7 million, fall well below the industry 
average. Germany has the highest wages and 
salaries, at US $4.2 million. 


2.2 Employer-pato statutory benefits and 
wage-badsed taxed 


Employer-paid statutory benefits and wage- 


based taxes include: 

e premiums for unemployment insurance 
plans; 

e public medical plan premiums; 

e public pension plan contributions; 


* premiums for workers’ compensation 


insurance; and 


e other payroll taxes. 


Exhibit IJ-10 illustrates employer-paid statu- 
tory benefits and wage-based taxes in each 
country, and in Atlantic Canada, as a percent- 


age of gross payroll. 


RRO 
Exhibit Il-10 


All Industries, by Country 
| Percentage of gross payroll 
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Among countries, the lowest-cost Statutory 
benefits are found in the United Kingdom, at 6 
percent of salaries, followed by Canada at 9 
percent and the United States, at 11 percent. 
Atlantic Canada, at 8 percent, is below the 


Canadian average. 


The highest-cost country is Italy, where statu- 
tory benefits and wage-based taxes represent 


61 percent of total salaries and wages. 


2.3 Employer-sponsored benefits 


The costs of providing employer-sponsored 
benefits in each country are shown in 
Exhibit III-11. These costs, expressed as a per- 
centage of gross payroll, tend not to vary sig- 
nificantly among locations within each country, 
and benefit costs in Atlantic Canada have been 


calculated at the same rate as for the rest of 


Canada. 


Employer-sponsored benefits include any pay- 
ments made by employers for benefits, other 
than payments to statutory plans. Employer- 
sponsored benefits can be divided into two cat- 


egories. 


e Payments for time not worked, including 
vacation time, vacation bonuses, custom- 
ary or religious holidays, and paid leave 
for any other special circumstances. 
Although these costs are implicitly includ- 
ed as part of salary and wage costs, this 
model recognizes these costs as an addi- 
tional expense. This reflects the need to 
pay overtime or hire temporary staff dur- 
ing an employee's absence, or to over staff 
during the year to compensate for produc- 


tion lost during an annual plant closure. 


e Other employer-sponsored plans, includ- 
ing payments to private medical plans, 


pension plans, profit sharing plans, ete. 
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For Canada and the United States, benefit costs 


are measured as an average percentage of gross 


annual payroll, based on national surveys. 


For Europe, there are no surveys that provide 
data directly comparable to North America. In 
determining total compensation for each job 
position, costs in respect of specific benefits 
have been estimated. Payments for time not 
worked have been estimated based on the cus- 
tomary number of holiday and vacation days 
granted in a year, expressed as a percentage of 
the work year. Vacation bonuses, expressed as 
a percentage of annual salary, have also been 


included under payments for time not worked. 


Bee a | 
Exhibit II!-11 | 
Employer-sponsored Benefits 
Percentage of gross payroll 

Canada? France Germany! Italy Sweden" United Kingdom’ United States? 
Vacation payments 2.9 19.6 14.6 17.9 9.6 8.4 5.1 
Holiday payments 1.8 3.8 3.8 42 3.8 3.5 3.1 
Self-insured short term disability/sick leave pay 0.5 — — — — _ 1.2 
Other 2.60 n/a n/a n/a n/a n/a 4.5d 
Payments for time not worked 7.8 23.4 18.4 22.1 13.4 11.9 13.9 
Retirement plan payments 5.4 0.4 0.9 0.4 1.0 6.4 6.4 
Life insurance 0.5 0.5 0.5 = 0.5 0.5 0.4 
Medical insurance 1.4 0.2 1.9 0.2 — 0.3 8.78 
Disability, long-term sickness or accident insurance eo 0.3 0.3 — 0.1 0.3 ONT 
Dental insurance premiums We = — = — — 0.5 
Other health or welfare-related plans (eg: counselling) 0.5f = = = = — 0.4 
Other benefits 5.89 1.5 1140 led 1.6 2 0.8 
Employer-sponsored plans 16.1 2.9 Bat 2.3 3.2 10.0 17.9 
Total 23.9 26.3 23.5 24.4 16.6 21.9 31.8 


@ Canadian Source: KPMG Consulting. 


DUS Source: Employee Benefits, 1995 prepared by the Research Centre, Economic Policy 


Division, The Chamber of Commerce of the United States. 


¢ Canadian figures include rest periods, bereavement, jury duty and other paid time off. 


dys figures include clothes change time and travel time. 


© Includes payments for retired employees. 
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! Canadian figures include survivor and accident insurance, Employee Assistance 


Programs, Health Care Spending Accounts. 


9 Figure includes the cost of profit sharing, thrift savings and share purchase plans. 


n European Source: Corporate Resources Group. 


n/a=Not available 
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| Exhibit I-12 


United 


Canada 


Germany 


Sweden 


United Ki 


ESS 
| 


| Labour Productivity Index 


France 


Italy 


ngdom 


States 


Note: Productivity for Germany is based on the economic performance of western Germany, and excludes the 


impact of inefficiencies in the economy of the former East Germany. 
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Overall, employer-sponsored benefits are low- 
est in Sweden at 16.6 percent of gross annual 
payroll, and highest in the United States at 
31.8 percent. 


In general, payments for time not worked are 
higher in the continental European countries 
than in North America or the UK. This differ- 
ence is due to generous vacation entitlements 
in continental Europe, which tend to average 
four to six weeks, plus a vacation bonus of up 
to one month's salary. In contrast, typical vaca- 
tion entitlements in North America are two to 


four weeks, with no vacation bonus. 


However, most European countries experience 
relatively lower costs for employer-sponsored 
plans, as the need to make payments to private 
medical or pension plans is significantly 


reduced by comprehensive statutory plans. 


The cost of employer-sponsored plans is high- 
est in the US, due mainly to the cost to employ- 
ers of providing private medical insurance cov- 
erage to employees. The cost reflected here, 9.6 
percent of payroll, is an average figure for pay- 
ments made across the US, and therefore 
implicitly represents the cost of coverage in an 
“average” medical plan, rather than a compre- 
hensive plan. The US is the only country 
examined which does not have a comprehen- 


sive, publicly-funded medical system. 


2.4 Labour productivity 


While labour productivity is generally 
acknowledged to vary among the countries 
surveyed, quantification of these variances pre- 
sents a major challenge. Many issues, both 
methodological and technical, surround the 


comparison of productivity among countries. 
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One fundamental issue is that a number of def- 


initions of productivity exist, including: 


¢ physical output per worker; 
e physical output per hour; 
e value of output per hour; and 


e value-added per hour. 


The choice of which productivity measure to 
use is governed by the purpose of, and 
approach to, a particular analysis. For this 
study, we have used gross domestic product 
(GDP), at parity pricing, per employee in each 
of the seven countries, as this measure is con- 
sistent with the type of analysis and analytical 
approach being used in this study. 


The resulting labour productivity adjustment 
factor is illustrated in Exhibit III-12. Adjust- 
ments for productivity in Atlantic Canada have 


been made using the overall Canadian figure. 


The US and Germany have the highest produc- 
tivity levels, while Sweden and the UK have the 
lowest productivity levels among the seven 


countries examined. 


For some industries which involve highly spe- 
cific workplace training, it may be realistic to 
assume equal labour productivity among coun- 
tries. Exhibit III-13 compares the index and 
ranking of each country on both a productivity- 
adjusted and an unadjusted basis. The unad- 
justed figures represent the relative cost posi- 
tions of each country, assuming equal produc- 


tivity for all countries. 


While the overall ranking of each country does 
not vary between the two scenarios, productiv- 
ity assumptions do influence the relative differ- 
ences among countries, with Sweden and the 
UK being more competitive under equal-pro- 


ductivity assumptions. 


Exhibit Ill-13 
Sensitivity of Overall Results to Productivity Assumptions 


Productivity Adjusted 


Unadjusted 


Index Rank 


Atlantic Canada 92.1 — 


Canada 94.6 1 
France 103.6 6 
Germany 107.2 7 
Italy 102.8 2 
Sweden 96.3 2 
United Kingdom 98.3 3 
United States 100.0 4 


Index 


90.7 


Rank 


rPwown awn DD — 
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| Exhibit I-14 
| Transportation Costs 


_ All Industries, by Country (US $000) 3. Transportation costs 


National Rank 


| 
Atlantic Canada : . : 
Transportation and delivery costs are calculated 


United Kingdom 


Based on this model, as shown in Exhibit IJJ-14, 


; by land and by sea, based on the assumption 
Canada | , that 50 percent of product is distributed by road 
France | ; to major markets within the continent of origin, 
Germany | : with the remaining 50 percent being shipped to 
Italy | ; the other continent. 
Sweden 
| 
| 
al BS 


United States the UK offers the lowest overall transportation 
0 50 100 150 200 250 300 costs, and the lowest shipping costs of the seven 
Road transportation m Sea transportation countries examined. Germany, which ranks 
second overall, has the lowest road transport 
costs due to its central location within the 
| SRD European market. 
| Exhibit 11-15 


Electricity Costs 


All Industries, by Country (US $’000) Atlantic Canada has relatively high trucking 


eaneaalneay costs due to its distance from the major markets 
of North America. 


Atlantic Canada 


ee Actual transportation costs will vary significant- 


ly depending on the industry and its market dis- 


he tribution pattern. However, as transportation 
costs only comprise about 3 percent of total 
> costs, for the industries modeled, different dis- 
ie tribution patterns are unlikely to have a signifi- 


United Kingdom 


cant impact on total costs. 


United States 


4. Electricity costs 


The annual electricity costs for a representative 
industrial user are shown in Exhibit III-15. 
These costs are based on an average demand 
load of 950 kilovolt-amperes (kVa) and con- 
sumption of 256,875 kilowatt-hours (kWh) 
per month. Electricity costs form a relatively 
small percentage (3 percent) of overall location- 


sensitive costs. 


Electricity costs for industrial users are lowest 
in Sweden followed by Canada, with the highest 
rates applying in Germany. Electricity rates in 
Atlantic Canada are in line with the Canadian 


average. 
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5. Telecommunication costs 


Telecommunication costs represent a relatively 
small portion (about 3 percent) of location-sen- 
sitive costs. As shown in Exhibit III-16, 
telecommunication costs are lowest in Canada 
and the United States, while the United 
Kingdom has the lowest costs among the five 
European countries. Costs in Atlantic Canada 
are close to both the Canadian and US average. 


Reasons for these differences include: 


¢ local calls in North America are provided 
at no additional cost upon payment of the 
nominal monthly telephone connection fee. 
In contrast, local calls are charged on a 
per minute basis in European countries; 


and 


¢ intense competition in the long-distance 
telecommunication market in North 
America has driven down the cost of long- 
distance calls significantly in recent years. 
Per minute long-distance rates in North 
America are significantly lower than in 


Europe. 
6. Interest costs 


To calculate interest charges, a constant debt- 
to-equity ratio was assumed for each industry. 
Depending on the industry, the equity financ- 
ing represented between 33 percent and 55 per- 
cent of all initial investment costs, including 
property acquisition, construction costs, pur- 
chase of machinery and equipment, and invest- 
ment in base inventory. The balance of the ini- 
tial investment cost was assumed to be funded 
through debt. Using this approach, the actual 
dollar levels of both debt and equity vary from 
country to country in relation to the required 


initial investment. 
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Exhibit !11-16 

Telecommunication Costs 

All Industries, by Country (US $’000) 


Atlantic Canada | 


France (SG ee 


Germany | 


Canada al 
| 

Italy | 
| 


Sweden (=e 


United Kingdom 


United States ) 


National Rank 


Exhibit 11-17 
Interest Rates 
In percent (March 1997) 


90-day Assumed mid-term 
secured borrowing rate 


commercial paper rate 


Canada his: 5.3 
France Suit ol 
Germany See Bue 
Italy 6.3 8.3 
Sweden og 5.9 
United Kingdom 6.5 8.5 
United States 5.6 7.6 


The debt has been assumed to represent mid- 
term secured commercial borrowings, at an 
interest rate premium of 2.0 percent over the 
90-day commercial paper rate. Both the 90-day 


and assumed mid-term rates for each country as 


at March 1997 are shown in Exhibit III-17. 


Overall, interest costs represent only 6 percent 
of total location-sensitive costs. Given this rela- 
tively small percentage, marginal shifts in inter- 
est rates between countries will not have a sig- 
nificant impact on total location-sensitive costs 


or on the overall findings of this study. 
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Exhibit Ill-18 


Property, Capital, Sales and Sundry Tax Rates? 


In percent 

Atlantic United United 

Canada Canada France Germany Italy Sweden Kingdom States 
Capital Tax® 
Federal 0.225¢ 0.225¢ = — 0.75 — — = 
Regional/local 0.0 - 0.34 0.0 - 0.64¢ — 0.0 - 0.949 — = ai 0.0 - 1.2754 
Sales Taxi 
Federal refundable GST/VAT! 7.0 7.0 20.6 15.0 19.0 2510 Ws _ 
Regional/local refundable GST/VATI 0.0 or 8.0k 0.0 - 8.0! — = — = — — 
Regional/local non-refundable sales taxi 0.0 or 10.0k 0.0 - 8.0! = — 2 = — 4.5 - 6.1m 
Property Taxes 
Land and buildings" 1.50 - 4.57° 2.54 - 3.86™ 1.97 - 2.4m 1.50=2.27m —P ~~ 0.09 - 0.38™ 4.50 1.40 - 4.08™ 
Manufacturing equipment? — — 3.15 - 3.84m = — 0.38 = 0.0 - 4.08 
Inventory’ = = == == = = = 0.0 - 4.08" 
Business Taxes 
Local business taxes 0.0 - 1.91" 0.0-1.91™9 3.54 - 432m. — — — = 0.0 - 0.67" 
Real Property Transfer Tax’ 
Transfer tax 0.0 - 1.5 0.1 - 2.0% 19.1 3.50 19.0y 1.0 1.0 0.01 - 1.06 


2 All tax rates current as at April 1, 1997. Taxes are grouped based on substance rather than 
form. Legislated names of specific taxes in certain jurisdictions differ from the generic titles 
used in this study. 


0 Percentage of taxable capital. 


© Federal Large Corporations Tax (LCT) applies to taxable capital in excess of US 
$7.30 million (CA $10.0 million). LCT liability is reduced dollar-for-dollar by payments 
of federal surtax as described in Exhibit IIl-20, footnote (c). 


d Rates applicable in Atlantic Canada are: nil in Prince Edward Island and Newfoundland: 
0.250 percent on all taxable capital once taxable capital exceeds US $7.30 million (CA $10 
million) in Nova Scotia; and 0.300 percent on taxable capital in excess of US $3.65 million 
CA $5 million) in New Brunswick. 


© Rates and capital exemptions vary by province. Rates shown here represent the range for the 

four provinces included in the international comparison: Alberta, Nova Scotia, Ontario and 

Quebec. 

T Rate varies by city. Rates shown here represent the range for the three cities included in the 

international comparison: Darmstadt, Dresden and Dusseldorf. Tax rate for Dresden is zero, 
as local capital taxes do not apply in the new states of the former East Germany until 1998. 

9 Applies to taxable capital in excess of US $71,006 (DEM 120,000). 

N Rate varies by.state. Rates shown here represent the range for the four states included in the 
international comparison: Colorado, Massachusetts, Pennsylvania and Virginia. 

' Percentage of sale price. 


| General rate. Other rates may apply to specified articles. 


K Refundable sales taxes of 8 percent apply in New Brunswick, Newfoundland and Nova Scotia 
and have been harmonized with the federal GST to give a combined tax rate of 15 percent 
in those provinces. Non- refundable sales tax of 10 percent applies in Prince Edward Island, 
in addition to the federal GST. 


| Refundable sales taxes in Nova Scotia (8 percent) and Quebec (6.5 percent) have been har- 
monized with the federal GST to give combined tax rates of 15 percent and 13.5 percent 
respectively in those provinces. Non-refundable sales tax of 8 percent applies in Ontario, in 
addition to the federal GST. No sales tax applies in Alberta. 


MRate varies by city. The rates shown here represent the range for the cities included in the 
international comparison. 


" Percentage of current market value, incorporating current tax rates, assessment factors, 
base-year price equalization factors and rental yields (estimated where required). 


O Rates applicable in Atlantic Canada are: 1.50 percent in Charlottetown; 3.86 percent in 
Halifax; 4.57 percent in Moncton; and 1.70 percent in St. John's. 


P Property tax applies only to rented properties in Italy. This model assumes an owner- 
occupied facility. 


4 Percentage of depreciated value. Special depreciation rates apply for property tax purposes. 
' Percentage of cost. 


S Rates applicable in Atlantic Canada are: 0.00 percent in Charlottetown; 1.91 percent in 
Halifax; 0.00 percent in Moncton; and 1.70 percent in St. John's. 


l Percentage of gross payroll. 
U Percentage of gross receipts. 
V Percentage of purchase price. 


WRates applicable in Atlantic Canada are: 0.00 percent in Charlottetown; 1.50 percent in 
Halifax; 0.25 percent in Moncton and 0.40 percent in St. John's. 


X Rate varies by province. Rates shown here represent the range for the four provinces 
included in the international comparison: Alberta, Nova Scotia, Ontario and Quebec. 


Y VAT rate applicable to property transfers. Tax on transfers will be refundable to businesses. 
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7. Depreciation charges 


This model is based on standard financial state- 
ments, and depreciation is charged on all assets 
in the process of determining profit. While 
depreciation rates are held constant across all 
jurisdictions, actual charges vary as a reflection 
of different initial asset costs. Naturally, for tax 
purposes, depreciation calculations reflect the 
depreciation or capital allowances permitted 


under the income tax laws of each country. 


8. Property, capital and sales taxes 


Exhibit III-18 details the tax rates applicable 
for a variety of property, capital, sales and mis- 
cellaneous taxes in the Atlantic region of 
Canada, and in each of the seven countries 


examined. 


8.1 Property tax 


Exhibit III-19 illustrates the average property 
tax burden, expressed in terms of dollars per 
square foot of building space. On average, 
property taxes represent about 3 percent of 


location-sensitive costs. 


Property taxes exist in all countries. In Italy, 
however, property tax only applies to rented 
buildings, and as this model assumes an owner- 
occupied facility, there is no property tax cost 


for that country. 


Property taxes include not only taxes on land 
and buildings, but also on machinery and 
equipment, inventory, and other physical 
assets. For France, local business tax has been 
included as a property tax, although this tax 
is based on a combination of tangible property 


and salaries paid. 
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Exhibit IIl-19 

Average Property-based Taxes 

All Industries, by Country 

US$ per square foot of building space 


Germany (2 


» $1.72 


oa 
iis 
a 
alee 


$2.00 


Atlantic Canada 


Canada $2.16 


France 


$3.49 
Italy 
Sweden 


United Kingdom } > 


United States (3 


$0.00 $1.00 


$3.00 


$4.00 


National Rank 


$4.96 


$5.37 | 7 


4 


$5.00 $6.00 


Other than Italy, Sweden has the lowest prop- 
erty tax burden, at US $0.28 per square foot 
(US $3.01 per square metre). This low net cost 
is a combination of low property tax rates, com- 
bined with an automatic five-year tax exemp- 
tion for all new buildings, with a partial exemp- 


tion applying for the following five years. 


Canada ranks third, at US $2.16 per square foot 
(US $23.25 per square metre), with Atlantic 
Canada well below the Canadian average at US 
$1.72 per square foot (US $18.51 per square 
metre). Moderate-to-high nominal property tax 
rates in Atlantic Canada are more than offset by 


low property values in the region. 


The US ranks fourth, at US $2.92 per square 
foot (US $31.43 per square metre). Although 
property tax rates in the US are often lower 
than in Canada, property taxes generally apply 
to all tangible assets in the US, and only to land 
and buildings in Canada. 


The highest property taxes are in the United 
Kingdom (US $5.37 per square foot, or US 
$57.80 per square metre), a result of high tax 


rates and above-average property values. 


EUROPE 
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8.2 Capital tax 


Capital taxes apply, in at least some locations, 
in four of the countries examined in this study: 
Canada, Germany, Italy and the United States. 


In Canada and Italy, national capital taxes 
apply regardless of location. In Canada, three 
of the four provinces included in this interna- 
tional comparison levy an additional capital 
tax. Two of the four provinces in Atlantic 


Canada also impose provincial capital taxes. 


In Germany, capital taxes apply regardless of 
location, except in the states of the former East 


Germany, where capital taxes do not take effect 


until 1998. 


In the United States, there are no national cap- 
ital taxes. Only a small number of states levy 
capital taxes, including two of the four states 


examined in this international comparison. 


The typical tax burden, where capital taxes 
apply, is between US $60,000 and US $100,000 


per annum. 


8.3 Transaction taxed 


Transaction taxes include: 


e non-refundable sales taxes; 
® gross receipts taxes; and 


e refundable value-added style taxes (VAT 
or GST). 


For the purposes of this analysis, refundable 
value-added style taxes have been excluded, 
since their refundable nature means there is no 
net cost to a manufacturer once input tax cred- 
its (refunds) have been claimed. Although 


these taxes do impose a cost on companies in 


terms of cash-flow timing and administration, 


these costs are not material to this study. 


Non-refundable sales taxes apply commonly at 
the state level throughout the United States. 
All four states included in the international 
comparison levy sales taxes. Non-refundable 
sales taxes also apply in one-half of all 
Canadian provinces, although only two of the 
seven provinces included in this international 
comparison levy a non-refundable sales tax. 
Where non-refundable sales taxes apply, 
exemptions generally apply to a large number 
of costs incurred by a manufacturer, to avoid 
the compounding of taxes into the price of 


goods at each stage of the production process. 


The typical tax burden, where sales taxes 
apply, is between US $100,000 and US 
$200,000 per annum. This creates a distinct 


advantage for locations where these taxes do 


not apply. 


Gross receipts taxes apply in a small number of 
jurisdictions in the United States. Gross 
receipts taxes may apply instead of, or in addi- 
tion to, state or local income taxes. Only one of 
the four Atlantic Canadian cities included in 
this international comparison levies a tax on 


gross receipts. 


9. Income taxes 


Exhibit II-20 details the income tax rates in 
the Atlantic region of Canada, and in each of 
the seven countries examined. Where applica- 
ble, this exhibit also details tax incentives that 
apply to promote research and development 
(R&D) activities. These incentives are a signif- 
icant part of the tax structure in North 


America, but are less common in Europe. 
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Exhibit 111-20 
Federal, Regional and Local Income Tax Rates@ 
In percent 
Atlantic United United 
Canada Canada France Germany Italy Sweden Kingdom States 
Corporation Income Tax® 
Federal 22.12¢ 22.12¢ 36.66 48.38 37.00 28.00 33.004 34.00¢ 
Regional/local 5.00 -17.008 8.90 -16.009 — 0.00 - 22.50h 16.20 — _ 5.00 -10.00! 
Effective combined tax rate AVAIL SIMO a SD aylels 48.38 - 59.99) 53.20 28.00 33.00 37.30 - 40.60) 
Research & Development Tax Incentives 
Immediate deductions available for: 
- Current expenditurek v v v v Vv Vv v Vv 
- Capital expenditure v v x x x x Vv x 
Tax credits available for: 
- Current expenditure 20 - 35! 20.00 50.00 _ a — _ 20.00" 
- Capital expenditure 20 - 35! 20.00" 50.00 — = — — = 
Credit is based on total 
or incremental expenditure Total Total Increment — — — — Increment 


2 All tax rates current as at April 1, 1997. Taxes are grouped based on substance rather than 
form. Legislated names of specific taxes in certain jurisdictions differ from the generic 
titles used in this study. 

D Percentage of taxable income. 
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¢ Rate for manufacturing and processing firms, representing 21 percent basic tax plus 
percent surtax. Rate for non-manufacturing and processing firms is 29.12 percent. 


d Marginal tax rate applies if earnings exceed US $2.44 million (£1.5 million). For earnings 
below US $0.49 million (£300,000), the tax rate is 23 percent, while a pro-rated tax rate of 
between 23 percent and 33 percent applies to earnings between US $0.49 million 
(£300,000) and US $2.44 million (£1.5 million). 


© Marginal tax rate applies if earnings exceed US $335,000 and are less than $10 million. 
All US taxable income in excess of US $75,000 is taxed at marginal rates between 34.0 
percent and 39.0 percent. Lower marginal rates (15.0 percent to 25.0 percent) apply to the 
first US $75,000 of taxable income. 


T Rates applicable in Atlantic Canada are: 7.50 percent for manufacturing and processing 
firms and 15.00 percent for all other firms in Prince Edward Island; 16.00 percent for all 
firms in Nova Scotia; 17.00 percent for all firms in New Brunswick; and 5.00 percent for 
manufacturing and processing firms and 14.00 percent for all other firms in 
Newfoundland. 
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9 Rate varies by province. Rates shown here represent the range for the four provinces includ- 
ed in the international comparison: Alberta, Nova Scotia, Ontario and Quebec. 


N Rate varies by city. Rates shown here represent the range for the three cities included in the 
international comparison: Darmstadt, Dresden and Dusseldorf. Tax rate for Dresden is zero, 
as local income taxes do not apply in the new states of the former East Germany until 1998. 


| Rate varies by state. Rates shown here represent the range for the four states included in the 
international comparison: Colorado, Massachusetts, Pennsylvania and Virginia. 


J Incaleu ating the effective combined tax rate, the regional/local tax rate has been reduced by 
(1-Federal tax rate) to recognize the deduction permitted at the federal level for 
regional/local income taxes paid. 


k Where a specific deduction is granted for expenses relating to R&D activities or where R&D 
expenses are deductible based on general principles of deductibility of business expenses. 


| 20 percent federal tax credit plus R&D tax credits applicable in Atlantic Canada: 0 percent in 
Prince Edward Island; 15 percent refundable credit in Nova Scotia; 10 percent non-refund- 
able credit in New Brunswick; and 15 percent refundable credit in Newfoundland. 


™ 20 percent federal tax credit plus additional provincial incentives: Nova Scotia (15 percent 
credit); Quebec (20 percent credit on salary costs); and Ontario (additional tax deductions 
(“super-deductions”) of 25 percent-37.5 percent on R&D expenditure). 


" 20 percent federal tax credit plus additional state credit of 10 percent in Massachusetts only. 
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Exhibit !l-21 
Effective Combined Corporate Income Tax Rate 


Percentage of net profit before tax The effective combined corporate income tax 
National Rank : Cent) 
rate (federal, regional and local) is illustrated 


| z ? oa 

Atlantic Canada 25.4% in Exhibit III-21. 
| 
| 


Canada 27.4% Four countries — Canada, Sweden, France and 


France 


the United Kingdom —all offer effective com- 


Germany 60.6% bined income tax rates of less than 35 percent. 


italy 54.0% Of these countries, only Canada and Sweden 


Sweden offer a combined tax rate of less than 30 per- 


34.6% cent. Canada’s low rate (27.4 percent) is driven 


t | 10.0% ; by tax-rate reductions that apply to all manu- 


0% 10% 20% 30% + 40% + 50% 60% 70% facturing and processing companies, combined 


United Kingdom 


United States 


with the impact of generous R&D credits. 


Within Canada, the effective combined tax rate 
in Atlantic Canada (25.4 percent) is below the 
Canadian average, due to very low provincial 
income tax rates in two of the four provinces in 
the region, combined with the impact of 
provincial R&D incentives in the region which 


are among the most beneficial in Canada. 


These factors provide both Canada and its 
Atlantic region a marginal advantage over 
Sweden (28.5 percent),where the nominal cor- 
porate income tax rate is actually lower than in 
Canada. At the opposite end of the spectrum, 
effective combined tax rates in both Italy and 
Germany exceed 50 percent of pre-tax income. 
Germany's high effective tax rate of 60.6 per- 
cent is in small part due to surtaxes being 


levied to help fund the costs of reunification. 
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C. Combined Impact of 
Component Costs 


The combined impact of the different compo- 
nent costs (eight-industry average) is illustrat- 
ed in Exhibit III-22. The relative total costs 
among each of the seven countries examined, 
plus the Atlantic region of Canada, form the 


basis for their indices. 


For example, the lower overall costs in Atlantic 
Canada compared to the United States (US 
$16.248 million versus US $17.649 million) 
results in the index for Atlantic Canada of 92.1, 
representing an annual cost advantage of US 


$1.4 million or 7.9 percent. 


ES) 
Exhibit Il-22 
Detailed Cost Calculation: 8-Industry Average 
US $000 
Atlantic United United 
Canada Canada France Germany Italy Sweden Kingdom States 
Initial Investment Costs 
Land 365 802 1,374 7,219 k25i% 1,010 1,949 573 
Buildings 3,191 3,243 8,545 6,542 4,789 5,876 7,309 4,089 
3,556 4,045 9,919 13,761 6,046 6,886 9,258 4,662 
National Rank 1 6 7 3 4 5 2 
Annual Costs 
Location-sensitive costs 
- labour and benefits 3,489 3,976 5,222 5,488 4,395 4201 3,672 4,292 
- electricity 174 173 236 298 284 123 226 241 
- land transport 109 83 62 56 84 86 62 64 
- marine transport 147 138 159 136 127 143 125 184 
- telecommunications 74 72 PAIL 312 315 227 134 SD 
- interest 286 300 447 561 557 422 TAS 455 
- depreciation 840 844 1,197 1,064 947 1,019 Was 900 
| - income taxes 1,089 1,044 556 857 ev 991 WalZz 1,218 
- other taxes 276 293 367 377 95 22 417 455 
6,484 6,923 8,523 9,149 8,375 7,234 7,588 7,884 
Non location-sensitive costs 
- other direct costs 6,116 6,116 6,116 6,116 6,116 6,116 6,116 6,116 
- other indirect costs 3,648 3,648 3,648 3,648 3,648 3,648 3,648 3,648 
9,764 9,764 9,764 9,764 9,764 9,764 9,764 9,764 
Total annual costs 16,248 16,687 18,287 18,913 18,139 16,998 17,352 ; 17,648 | 
Index (US=100.0) 92.1 94.6 103.6 107.2 102.8 96.3 98.3 100.0 
| National Rank 1 6 7 5 2 3 4 
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Exhibit IV-1 
Jurisdictions Examined 


In addition to the 26 cities included in the international comparison (set out in Exhibit IlI-1), 
the following 16 North American cities were also included in the detailed, city-by-city analysis. 


Canada 

e Edmonton, AB e (Quebec City, QC 

e Hamilton, ON ¢ Sarnia, ON e Vancouver, BC 
¢ London, ON ¢ Saskatoon, SK e Winnipeg, MB 
e Ottawa, ON e Sudbury, ON 

United States 

¢ Austin, TX e Columbus, OH e Raleigh, NC 

¢ Bellingham, WA e Minneapolis, MN ¢ Sacramento, CA 


Exhibit IV-2 
Location of Jurisdictions 


O 
Q 


Vancouver, BC 


Bellingham, WA : Ottawa, ON 


Hamilton, ON 
London, ON 


Sacramento, CA¥* Sarnia, ON 


Raleigh, NC 
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IV. Results For 
Individual Cities 


This chapter presents the results of the study 


for individual cities. 


Results have been developed for 42 cities, 
including all of the 26 cities included in the 
international comparison (Chapter IIJ), plus 16 
additional cities in North America. These addi- 
tional cities are listed in Exhibit IV-1 and their 
locations are identified in Exhibit IV-2. 


A. Overall Results by City 


Exhibit IV-3 demonstrates the location-sensitive 
costs for each city, with the eight industries aver- 


aged. The location-sensitive costs illustrated are: 


U labour; 


¢ utilities (electricity, transport and 


telecommunications); 
e interest; 
e depreciation; and 


e taxes. 


The four Atlantic Canadian cities examined, St. 
John’s, Halifax, Charlottetown and Moncton, 
have the lowest overall costs, ranking in first 
through fourth places, respectively. The low total 
costs experienced in the Atlantic Canadian cities 


are due primarily to low labour costs. 


The German cities of Darmstadt and Dusseldorf 
have the highest overall costs and the highest 


labour costs of the 42 cities examined. 


Exhibit IV-3 
Average Annual Location-sensitive Costs 
All Industries, by City (US $’000) 


Calgary Peers ey ee 


Charlottetown 


Edmonton /@eswiene 


Halifax 
Hamilton 


London 


Moncton (2 


Montreal jee 


Ottawa Ff 


Quebec City 
Sarnia 
Saskatoon 
St. Johns 
Sudbury 


Toronto f* 


Vancouver 
Winnipeg 


Grenoble 


Toulouse | 


Valenciennes 
Darmstadt 


Dresden 


Dusseldorf pes 


Avezzano 


odena 


Turin fe 


Gothenburg pene 


Karlskoga fo 


Manchester 


elford 
Austin 


Bellingham 


Boston pees Se 


Colorado Springs 


Malmo } 


Cardiff P< 


Columbus petite 


Minneapolis 
Norfolk 
Raleigh 

Sacramento 


Scranton 


US$'000 


0 1,000 


Labour 


USES ISIE et 


2,000 


w ETT 


i a « ke ee : 


| 
l 
| 
| 
| 
sy 
| 
| 
| 
| 
| 


| Ca 
| ieee 
3,000 4,000 5,000 6,000 
w Interest a Depreciation Taxes 


7,000 


8,000 


9,000 


Index (Rank) 
94.8 (10) 
92.9 (3) 
93.6 (6) 
92.5 (2) 
95.6 (11) 
96.0 (14) 
93.2 (4) 
93.8 (8) 
96.2 (17) 
93.2 (5) 
95.8 (12) 
93.6 (7) 
89.7 (1) 
95.9 (13) 
97.2 (19) 
97.5 (20) 
94.6 (9) 
103.6 (38) 
104.6 (40) 
102.7 (35) 
108.7 (41) 
104.0 (39) 
108.9 (42) 
102.6 (34) 
102.9 (37) 
102.8 (36) 
96.2 (16) 
96.1 (15) 
96.6 (18) 
98.0 (22) 
99.1 (26) 
97.9 (21) 
98.8 (24) 
100.6 (29) 
102.2 (33) 
99.3 (27) 
100.7 (30) 
101.4 (32) 
98.2 (23) 
98.9 (25) 
101.3 (31) 
100.3 (28) 


10,000 


ETT: represents aggregated electricity, transportation and telecommunication costs. 
Note: Index rating reflects total cost position, incorporating both location-sensitive and location-insensitive costs. 


31 


: ( COMP ALLS ON of busin CSS COSLS tft ING ENE MINLAG EG: CANADA 4 EUROPE and the UNITED STATES 


| 


KPMG 


LED 
| Exhibit IV-4 
Index Ratings by Industry 
All Cities 
| : Food Medical Metal Pharma- : Software Telecommunication Overall Overall 
_ Location Electronics processing Devices Fabrication  ceuticals P!@StCS — proquction Equipment Average — Ranking 
| 
Calgary 94.0 96.4 94.6 94.9 Gon Oe Sie 95.6 94.8 10 
| Charlottetown 89.5 94.6 92.3 91.3 93.5 Oile2 91.4 95.3 92.9 3 
Edmonton 9273 95i5 93.1 93:3 93.9 93.9 90.0 94.9 93.6 6 
| Halifax 91.7 94.5 91.9 93.3 93.0 93.6 86.6 93.8 O25 2 
Hamilton 94.3 96.7 95.7 9519 96.2 96.0 92.3 96.5 95.6 11 
London 95.1 96.9 96.2 96.7 96.6 96.8 92.6 96.7 96.0 14 
Moncton 92.3 95.0 92.8 9377 93.6 93.9 88.1 94.4 93.2 4 
Montreal SP i.e) 93.9 94.7 94.0 94.0 88.6 94.8 93.8 8 
| Ottawa 95.5 97.0 96.4 97.1 96.8 973 92.6 96.8 96.2 17 
| Quebec City 92.0 goto 93.2 94.1 93:5 98:5 88.0 94.3 93.2 5 
Sarnia 94.6 96.8 95.9 96.4 96.4 96.5 92.3 96.6 95.8 12 
Saskatoon 91.6 95.3 93.3 92.8 94.2 92.6 91.0 95.4 93.6 7 
St. John's 87.4 93.1 89.2 90.4 90.1 90.1 82.8 91.6 89.7 | 
| Sudbury 94.9 96.9 96.1 96.7 96.5 96.9 92.4 96.6 95:9 13 
| Toronto 96.2 97.9 97.4 98.4 97.7 98.5 93.9 97.4 Me 19 
Vancouver 96.4 O7ES 97.8 97.8 98.4 98.3 Oat 97.8 Oizo 20 
| Winnipeg 95:9 95.6 94.6 95.3 95.3 SB 90.1 Shahi 94.6 9 
Grenoble 106.8 101.3 105.1 105.8 104.4 105.3 103.8 101.0 103.6 38 
Toulouse 108.1 102.0 106.5 106.9 105.4 106.2 O5¥2 101.6 104.6 40 
Valenciennes 105.7 100.6 104.0 104.6 103.5 104.0 102.7 100.5 102.7 35 
Darmstadt 113.4 104.8 110.7 111.8 110.0 kes} 107.7 105.1 108.7 4] 
Dresden 106.2 102.2 105.3 106.2 105.2 106.9 102.3 101.8 104.0 39 
| Dusseldorf 114.1 104.7 111.0 112.0 110.3 113.3 108.0 105.2 108.9 42 
Avezzano 104.2 100.9 103.4 103.5 103.5 103.7 102.8 101.4 102.6 34 
Modena 104.5 101.1 103.7 103.9 103.8 104.0 103.1 101.6 102.9 37 
Turin 104.4 101.1 103.6 103.8 103.8 104.0 103.1 101.6 102.8 36 
Goteborg 94.8 97.1 96.4 95.6 97.0 95.4 95.3 96.6 96.2 16 
Karlskoga 94.6 iee 96.4 95.7 97.0 95.4 95.1 96.5 96.1 15 
Malmo 95:3 OES 97.0 96.3 97.6 96.1 95.6 96.8 96.6 18 
Cardiff 100.3 O72 98.2 98.6 98.0 99.8 95.9 97.5 98.0 22 
Manchester 102.0 98.0 09% 100.1 oo 101.5 97.0 98.1 99.1 26 
Telford 100.2 97.2 98.2 98.4 98.0 9915 96.0 97.5 97.9 21 
Austin 98.2 99% 98.5 97.6 98.9 97.9 99.4 99.4 98.8 24 
Bellingham 9973 100.7 101.1 100.2 100.9 100.1 101.5 100.6 100.6 29 
| Boston 103.2 101.6 102.4 103.7 102.0 103.5 101.4 101.3 102.2 33 
| Colorado Springs 99.1 99.7 OOK? 98.7 99.3 99.1 99.5 O95 99:3 27 
Columbus 100.6 100.7 100.7 100.5 100.7 100.5 101.4 100.6 100.7 30 
Minneapolis 102.0 . 100.7 101.8 102.0 101.8 102.4 101.2 100.8 101.4 32 
Norfolk 97.7 98.7 97:9 97.4 98.2 97.1 98.4 98.9 98.2 23 
Raleigh 98.2 9972 98.8 98.0 99.0 98.0 9915 99.4 98.9 25 
| Sacramento 101.0 101.2 101.7 101.2 101.6 101.5 101.6 101.0 101.3 31 
| Scranton 100.0 100.0 100.5 100.2 100.5 100.4 100.6 100.3 100.3 28 


Note: Index ratings have been rounded to 1 decimal point. Rankings are based on unrounded data. 
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B. Results by City and by 
Industry 


Exhibit IV-4 gives the index rating for each city 
for each industry, based on total costs (location- 
sensitive and insensitive). The index uses the 
US four-city average as a base of 100.0, consis- 
tent with that used in the international compar- 


ison. 


City rankings vary somewhat from industry to 
industry, but the overall rankings are generally 


consistent across industries. 


St. John’s has the lowest costs in every indus- 
try, while the other three Atlantic Canadian 
cities surveyed consistently rank in the top 
seven, with the exception of the software pro- 
duction industry, where Charlottetown ranks 
10th. No city in the other countries surveyed — 
outside of Canada—outranks any of the 


Atlantic Canadian cities in any industry. 


C. Alternative Locations in 
Atlantic Canada 


As already illustrated, the four Atlantic 
Canadian cities rank highly among the 42 cities 
examined, both overall and in virtually every 
industry. As would be expected, however, 
opportunities also exist for businesses in other 


cities in the Atlantic Canada region. 


In early 1996, on behalf of the Atlantic Canada 

Opportunities Agency, KPMG conducted a 
detailed comparison of business costs in 16 
cities throughout Atlantic Canada, including 
the four cities (one from each province in the 
region) examined in this study. The 1996 study 
was based on exchange rates, tax rates, and fac- 


tor costs prevailing as at December 1995. 


$$ comparison of business costs in ATLANTIC CANADA, EUROPE and the UNITED STATES 


Using the cities in the current study as the 
baseline for comparison within each province, 
the results for cities in the 1996 study are sum- 


marized in Exhibit IV-5. 


The overall average costs for each city have 
been indexed against the costs for the baseline 


city in the same province. 


This exhibit shows that the smaller cities not 
included in the current study tended (in 1995) 
to have lower costs than the Atlantic Canada 


cities included in the current study. 


Although these results are subject to change 
with time, they suggest that significant cost 
advantages may be obtainable throughout the 
Atlantic Canada region, not only in the cities 


included in this report. 


Exhibit IV-5 
Relative business cost indices 
Atlantic Canada Provinces, December 19951 


New Brunswick 


¢ Moncton (baseline) 100.0 
e Bathurst 99.1 
e Edmundston 98.1 
e Fredericton 101.8 
e Miramichi City 99.0 
e Saint John 100.8 


Newfoundland 


e St. John’s (baseline) 100.0 
¢ Corner Brook 98.1 
e Grand Falls 96.8 
Nova Scotia 
¢ Halifax (baseline) 100.0 
e Kentville 95.0 
e Sydney 100.5 
e Truro 95.0 
e Yarmouth 94.1 


Prince Edward Island 


¢ Charlottetown (baseline) 100.0 
e Summerside 98.3 


1 Based on results of a KPMG study, “A Comparison of Business Costs in Atlantic Canada and the United 


States’, April 1996. 
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Initial Investment Costs 
All Industries, by City (US $’000) 


Calgary 
Charlottetown 
Edmonton 
Halifax 
Hamilton 
London 
Moncton 
Montreal 
Ottawa 
Quebec City 
Sarnia 
Saskatoon 
St. John’s 
Sudbury 
Toronto 2 
Vancouver }% == 
Winnipeg cee 


Grenoble 


Toulouse 
Valenciennes | 


Darmstadt 


Dusseldorf 


Avezzano 


Modena 
Turin 
Goteborg 
Karlskoga Ff 
Malmo 
Cardiff 
Manchester 
Telford 
Austin 
Bellingham 
Boston 
Colorado Springs 
Columbus 
Minneapolis 
Norfolk 
Raleigh 
Sacramento 


Scranton 


Land acquisition Building construction 


Dresden ees sures ie pa 36 


0 2,000 4,000 6,000 8,000 


28 
30 
29 
32 
31 
33 
35 
39 
34 
14 
24 
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27 
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17 
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D. Analysis of Cost Components 


1. Initial investment costs 


Land and building size requirements vary for 
each industry. For the eight industries mod- 
eled, land requirements average 7.5 acres 
(3 hectares), with an average building size of 


77,500 square feet (7,200 square metres). 


Land acquisition costs per acre are lowest in 
Sarnia, Canada, at US $25,000 per acre (US 
$61,778 per hectare). In Atlantic Canada, 
Moncton, Charlottetown and St. John’s all 
have average land prices below US $50,000 per 
acre (US $123,555 per hectare), and rank 
third, fifth and ninth respectively among the 
42 cities. 


Construction costs are lowest in Saskatoon, 
Canada at US $36 per square foot (US $388 
per square metre), followed closely by Halifax, 
Montreal and Moncton (US $38 to 39 per 
square foot or US $409 to 420 per square 


metre). 


The combination of relatively low land acquisi- 
tion and building construction costs in 
Moncton, Canada, gives this city an overall 
advantage for construction of a facility of this 
type. (See Exhibit IV-6.) Saskatoon and 
Halifax rank second and third, respectively. 
The other two Atlantic Canadian cities 
(Charlottetown and St. John’s) also rank in the 
top 10. The lowest-cost city outside of Canada 
is Austin, US, which ranks in I4th place. 


Low construction costs provide Avezzano, 
Italy, with the lowest average facility invest- 


ment costs among the 15 European cities. 


EUROPE and the UNITED STATES ———_ 


2. Labour costs 


Labour costs, including benefits, are the single 
most important location-sensitive cost factor 
for the selected industries, representing on 
average of about 55 percent of annual location- 


sensitive costs. 


For the purposes of the analysis, labour costs 
were analyzed based on the following compo- 


nents: 


¢ wages and salaries; 


¢ employer-paid statutory benefits and 


wage-based taxes; and 


¢ employer-sponsored benefits. 


The total costs of labour for each industry were 
then adjusted to reflect the relative productivi- 
ty of each country, recognizing that in some 
locations a certain level of output can be 
achieved using a smaller labour force. Because 
regional productivity variations are not estimat- 
ed on a consistent basis from country to coun- 
try, a constant productivity factor has been 
applied to all cities within each country. 


Exhibit IV-7 shows the productivity-adjusted 
total labour costs for 42 cities averaged across 
the eight industries, representing an average 
labour force of 105 employees. The four cities 
examined in Atlantic Canada ~— Charlottetown, 
Halifax, St. John’s and Moncton—have the 
lowest total labour costs, followed by 


Edmonton in western Canada and Cardiff in 


the UK. 


The German cities of Darmstadt and 
Dusseldorf have the highest wage and salary 
costs, followed by Toulouse and Grenoble 


in France. 
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Exhibit IV-7 

Total Labour Costs 

All Industries, by City (US $’000) 


Calgary (@ 
Charlottetown jsveieneenees: 
Edmonton eee 
Halifax 
Hamilton | 
London (eases 
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ees S.r—“—i—i‘—SONCCY 
Exhibit IV-8 
| Employer-paid Statutory Benefits and Wage-based Taxes 
i it 
eases Oy Gy 2.1 Labour cost components 
Percentage of gross payroll 
Rank 
Calgary 5 Significant variations among cities also exist 
Charlottetown 8 with respect to some labour cost components. 
Pp Pp 
Edmonton 7 
Halifax 10 P : 
- Wage and salary costs—as illustrated in 
Hamilton Ot es es 
Rene 3 Exhibit IV-7, the ranking of cities for produc- 
Moncton 6 tivity-adjusted wage and salary costs alone 
Montreal 28 differs from the findings for total labour costs. 
ota For example, before considering benefits, the 
Quebec City 29 4 See S . 
2 Italian cities in general, and Avezzano in par- 
Sarnia 
Saakatoon 9 ticular, have the lowest nominal wage and 
St. John’s 22 salary costs. However, wage and salary costs 
Sudbury 18 in Atlantic Canada are close to the Italian 
11 
eto level, and are lower than the average for 
Vancouver 4 : 
ve Canada and each of the other countries. 
Winnipeg 15 
Grenoble | a 38 
Toulouse 37 Employer-paid statutory benefits and wage- 
| | | 
Valenciennes 39 based taxes—as illustrated in Exhibit IV-8, 
Darmstadt 31 
ae | these costs, as a percentage of gross payroll, 
Dresden 33 - as | ary 3 C d 
miceday = can vary significantly among cities in Canada 
hieeane | ! | | as 7 2 and the US. In North America, some statutory 
odena fe enefits are determined at the state o vin- 
Mod | , ) ) 7 : 40 benefit det d at the state or provin 
wag a6 cial level, giving rise to this regional variation. 
Goteborg 34 sues Onc 0 
| | | In contrast, variation among cities in each 
Karlskoga 34 3 are 
er y European country is minimal, as_ statutory 
Cardif 1 benefits apply consistently at the national level 
Manchester 3 in these countries. Atlantic Canada cities are 
Ti If . ©. 0 . . 
oe : again very competitive in this cost area. 
Austin 30 
Bellingham 23 
cee Fe Employer-sponsored benefits—these costs, 
Colorado Springs : 26 expressed as a percentage of gross payroll, 
Columbus | 27 tend not to vary significantly among locations 
Minneapolis : : . 
: s within each country. The inter-country com- 
Norfolk 12 5 fc 
Sue | i parison (Chapter III, Exhibit III-10) also rep- 
eye | + resents a valid basis for comparing individual 
Scranton 25 cities, and illustrates the cost competitiveness 
0% 10% 20% 30% 40% 50% 60% 70% of Canada, including Atlantic Canada. 
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These findings indicate the importance of con- 


sidering all labour cost components when com- | a3 
. . . : . Calgary jeo* : . 36 
paring jurisdictions. eee | Ree i es re 
eens wae fate heen UP see | . 
3. Transportation and distribution costs Halitax aoe fe 
Hamilton ame 6 
| ra 
5 . : ondon : 10 
Transportation costs are estimated using a com- | anes are| 
° : - é Moncton 6 
mon distribution pattern which assumes that eae soos NCES ieee x) : 
half of production is delivered by truck within Ottawa : ae 4 
the continent of origin, with the other half eee Fal SeESe oT « 

5 3 Sarnia ff 12 
delivered by truck and ship to a port on the Merce Led a -: 
other continent. Different distribution patterns St. John’s | | 45 
within each continent have been developed to Suchury 69) ——— 20 

° . . Toronto 5 
reflect differences among industries. 
Vancouver : 42 
Winnipeg : 4 30 
Exhibit IV-9 illustrates the road and sea trans- Grenoble | narra 24 
portation and distribution costs for the 42 ee 4 me: eee . i 
cities. Based on the distribution patterns mod- fe s} Gita ca) a, 
eled, the lowest transportation costs are from Dresden ; Saeemaen wh | 
Dusseldorf, Germany while the highest costs Dusseldort Fai cue 1 
Avezzano 18 
are from Vancouver, Canada. Costs from A ee | ES eS e 
Atlantic Canada are also generally high, partic- Turin a ea REE! “e 
ularly from St. John’s Newfoundland, due in Goteborg }i i 7 
; cen | eS EE i 
large measure to high road transport costs. Wee 5 ee Ee Ee EE . 
| ees 
Cardiff foes y d 11 
. : | aa ee 
Transportation costs will depend on the actual Manchester ; caaaiias 3 
: 2 : 
markets served, which may be expected to vary ae er ay 

5 ° ty ie Austin 38 
by jurisdiction. However, because of the rela- poicch ati tae eR Ss ES EL S 
tively small portion of costs represented by Boston | | 23 
trans 1 b 3 f | ion- es Colorado Springs os ahi had 40 

portation (about 3 percent of location-sen (SE AE 
Oy : : : : Columbus 27 
sitive costs), different distribution patterns are ee a - 
unlikely to have a significant impact on total nose ee 19 
costs Raleigh | a 28 
Sacramento : La 35 
| cancers | ae 
SEE Sa ae TS 
0 50 100 150 200 250 360 
Road transportation m Sea transportation 
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Exhibit IV-9 

Transportation Costs 

All Industries, by City (US $’000) 


pee Srrr—“C“EER CI 
"Exhibit IV-10 
| Electricity Costs 
| . . ’ ° 
| All Industries, by City (US $’000) 4. Electricity eocte 
Rank 
I I i 7] 
Calgary aaa : ones 
l | | Exhibit IV-10 illustrates the annual electricity 
Charlottetown | s 27 a 
ae : | | 1 costs for the 42 cities surveyed. 
Halifax : 7 8 
Hamilton | 1 Electricity costs for industrial users are based 
Lond 9 
oe | | l E: on consumption of 256,875 kilowatt-hours 
Moncton 
dene | | | a (kWh) per month and a demand load of 
Ottawa | : | 12 950 kilovolt-amperes (kVa). 
Quebec City | 16 
Sarnia ue Swedish and Canadian cities have the lowest 
Saskatoon h) eke ' 6 
l l ¥ overall electricity costs. Winnipeg, followed by 
St. John’s ; 
ae | | | aA Vancouver, Goteburg and Malmo, have the 
Toronto | | | 26 lowest electrical costs. 
Vancouver : | 2 
MES : Costs in the Atlantic Canadian cities are in line 
Grenoble & 33 ; : : A 
ets | | | | i with the Canadian average, with the exception 
!OulOUSE p : 
ee | ES ea a of Charlottetown which has the highest 
Darmstadt | | | — 40 electricity costs among the Canadian cities 
Dresden | | | | | 4 surveyed. 
Dusseldorf : oS 32 
Avezzano | | | | 37 ° ° 
fe 5. Telecommunication costs 
Modena 2 37 
Turin : | | | = 37 3 ‘ f L 
Gea A Telecommunication costs do not vary signifi- 
Karlskoga : : 6 cantly among cities within any country due to 
Malmo | | 3 national call-pricing plans that apply in each 
Cardiff 29 
| | | country. 
Manchester 29 
| Telford | | | | 29 ; 
Austin | ae ae = The only source of slight variation within each 
Bellingham ! | : | 15 country stems from the relative size of each 
sean : | ! peels 42 city, as this influences the ratio of local versus 
Colorado Springs y 7 0 
: l | | | be long-distance calling. 
Columbus 24 
Minneapolis | 13 
en | | | i (Exhibit III-16 compares telecommunication 
| : 
Raleigh 7 | ) 23 costs at the national level.) 
| Sacramento 28 
Scranton | 36 6. Taxation 
50 100 150 200 250 300 350 400 
—— A detailed discussion of the types and rates of 


taxation applying in each of the 42 cities exam- 


ined is beyond the scope of this study. 
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General conclusions in respect of relative taxa- 
tion costs and burdens are best made at the 
national level. Discussion at this level is 


presented in Chapter III. 
E. Conclusions — Individual cities 


The ranking of individual cities closely parallels 
the national standings. For example, the 17 
Canadian cities examined are among the 20 
lowest-cost locations and the three German 
cities examined are among the four highest-cost 


locations. 


Results are generally consistent within each 


country, with a few notable exceptions. 


e In Canada, costs tend to be lower in the 
Atlantic region than in other regions of the 
country. The four Atlantic Canada cities 
occupy the first four places among the 42 


cities examined. 


e In Germany, Dresden, located in the for- 
mer East Germany, has lower costs than 
the two cities located in the former West 


Germany. 


e Inthe United States, the least-cost cities 
tend to be located in the southeast. 


e For France, costs in Valenciennes are 
notably lower than in the other two cities 


examined. 


In each of these countries, the main cause of the 


regional differences is lower total labour costs. 


As with the international comparison, results 
for individual cities are necessarily of a general 
nature. Every city has some _ individual 
strengths which could make it the preferred 
location for a firm with a particular set of 
requirements. Readers are strongly advised to 
seek professional assistance in reaching specific 


site selection decisions. 
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